SERBIA

Recent economic developments suggest that growth is likely
to exceed 3 percent in 2026, despite some headwinds, sup-
ported by a more expansionary fiscal stance. After several
years of fiscal consolidation, the deficit has widened, provid-
ing some countercyclical support to domestic demand. The
incidence of poverty is projected to be 7.4 percent in 2026
and to continue falling, driven by expected pickup in growth.

Key conditions and challenges

Serbia has achieved a solid growth in recent years, averaging
3.1 percent since 2022. However, much faster growth is needed
to converge with neighboring European Union countries. To
achieve this, deeper structural reforms are needed, including
the importance of addressing governance, human capital, and
productivity challenges.

GDPis estimated to have grown by 3.5 percentinthe first half of 2026,
reflecting primarily a recovery in consumption thanks to a slow-
down in inflation and a strong expansion of loans to households.
Exports also contributed positively to growth thanks to the strong
performance of the automotive sector. Looking at the production
side, service sectors were the only significant drivers of growth.
The construction sector has started to recover. Manufacturing
had only a marginally positive contribution to growth in H1 2026.

The strong fiscal performance from the past several years
changed somewhat in 2026. Revenues were impacted by the
government's decision to lower excises on fuel, which together
with the increase in transfers to households and subsidies, led
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to a higher-than-expected fiscal deficit. Domestic political turbu-
lence has disrupted policy dialogue and implementation of key
structural reforms, although there was progress with legislative
changes related to energy, financial sector and public finance
management. Early elections are expected in October 2026.

Recent developments

Afteraweak growth performancein 2025, thisyearwas characterized
by mild recovery of growth. Most importantly, there was a restart
of production of the oil refinery and operations of the Stellantis (FI-
AT) factory. These factors offset a continued weak performance of
foreign direct investment in H1 2026 and the impact of the weath-
er-related events on agriculture and electricity production. A no-
table positive development was the pickup in exports, which in-
creased by 8.8 percent in H1 2026, largely driven by higher exports
of cars and metals (up 51.1 and 33.2 percent in H1, respectively).

The labor market performance was mixed in H1 2026. Employment
was 0.5 percent lower in H1 2026 than in the same period of 2025
because of the significant reduction in jobs in manufacturing (a de-
crease of 3.4 percent) and trade (a decrease of 1.1 percent). At the
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FIGURE 2 / Actual and projected poverty rates and real private
consumption per capita
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same time, the unemployment rate fell noticeably to 7.2 percent in
Q2 (compared to 8.9 percent in Q1) because of the shift of those
unemployed to inactivity. The youth unemployment stood higher
at 22 percent, due to skills mismatches and limited job opportuni-
ties. A strong rate of wage growth (of 11.5 percent in nominal terms
in H1) continued. Reflecting these labor market developments, the
poverty level (based on the upper-middle income line of US$8.30/
day in 2021 PPP) continued to decrease—from 8.2 percent in 2024
to 7.9 percent in 2025. In 2026, poverty is expected to go further
down to 7.4 percent.

Inflation was on a rising path through May 2026 (reaching 3.5 per-
cent, y/y), but started to decline since. Inflation in July stood at 1.9
percent (y/y), the lowest level since March 2021. The main driver of
low inflation is a decline in food prices in 2026. In July 2026, the lev-
el of food prices was 7 percent lower than in July 2025. In addition,
cuts in excises on motor fuels helped to control inflation.

Despite the lowering of excises on fuel, as a response to the surge
in international oil prices, government revenues increased by 11.8
percent in nominal terms, in H1 year-on-year. However, expendi-
tures increased by 13.3 percent in nominal terms, driven by higher
spending on wages, pensions, and capital expenditures. As a result,
the government adopted a supplementary budget for 2026 which
envisages an increase in the fiscal deficit of the central government
from 2.9 to 3.5 percent of GDP. Public debt continues to increase
gradually in recent months and reached 45.5 percent of GDP at the
end of June.

Strong export performance of both goods and services helped con-
tain a widening of the current account deficit to reach 1.5 percent
of GDP in H1, which is 30 percent lower (in euro terms) than in
the same period of 2025. Similarly, the surplus in trade in services

increased as export of services increased by 5.9 percent (in eu-
ro terms). Foreign currency reserves reached EUR 29.6 billion in
June, covering 6.7 months of imports. Reserves increased thanks
to strong export receipts and the government's decision to rely on
foreign borrowing to finance the deficit.

Banking sector performance remains solid. Overall credit increased
by 12.3 percent (year-over-year) through June, mainly because of
the continued increase in lending to households (up by 20 percent).
Gross non-performing loans declined to 2 percent in June 2026.

Qutlook

The Serbian economy is expected to grow at around 3-4 percent
over the medium term, driven primarily by consumption and, to
some extent, by investment. However, there are downside risks.
These include continued problems in the country's large portfolio
of state-owned enterprises, the lack of progress in the next stage
of structural reforms, global and domestic uncertainty. Inflation
is expected to increase slightly in the second half of 2026 but is
projected to stay within the target range. Fiscal performance in
2026 while now expected to be weaker at the central level due to
increased expenditures and widening of the deficit to 3.5 percent,
should remain broadly in check, and the public debt will remain
on a declining path.

Economic growth, if sustained, will continue to lift more Serbian cit-
izens out of poverty. However, many of the poor are elderly, long-
term unemployed, or completely out of the labor force. Thus, tar-
geted social assistance, care services for the disabled and elderly,
job search support, and training programs will become essential to
ensure further poverty reduction.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f
Real GDP growth, at constant market prices 3.8 3.9 2.0 3.1 3.7 3.5
Private consumption 0.5 4.2 1.6 3.3 3.3 3.5
Government consumption -2.4 5.6 7.7 5.8 5.1 2.9
Gross fixed capital investment 9.7 12.5 -1.7 0.8 2.9 4.7
Exports, goods and services 2.7 3.2 5.6 5.5 5.8 5.3
Imports, goods and services -1.6 8.3 4.8 5.2 5.2 5.1
Real GDP growth, at constant factor prices 4.8 2.2 2.0 3.1 3.6 3.4
Agriculture 7.4 -5.5 0.0 0.1 1.8 2.0
Industry 3.7 2.3 0.9 0.5 1.9 3.2
Services 5.1 2.9 2.6 4.5 4.4 3.5
Employment rate (% of working-age population, 15 years+) 50.1 51.3 51.1 51.5 51.8 52.1
Inflation (consumer price index) 12.1 4.6 3.8 3.2 4.3 3.1
Current account balance (% of GDP) -2.4 -4.5 -4.9 -4.0 -3.7 -4.3
Net foreign direct investment inflow (% of GDP) 5.6 5.4 3.3 3.0 3.1 4.2
Fiscal balance (% of GDP) -2.1 -2.0 -2.4 -3.5 -3.0 -2.5
Revenues (% of GDP) 39.4 40.5 40.9 40.4 39.7 39.7
Debt (% of GDP) 48.4 47.3 45.0 44.1 44.0 43.9
Primary balance (% of GDP) -0.4 -0.1 -0.5 -1.7 -1.4 -1.0
International poverty rate ($3.00 in 2021 PPP)"2 1.1 1.0 1.0 1.0 0.9 0.9
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 2.1 1.9 1.8 1.8 1.7 1.6
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 9.0 8.2 7.9 7.4 6.9 6.4
GHG emissions growth (mtCO2e) -3.1 2.8 0.9 2.9 1.9 2.5

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on ECAPOV harmonization, using 2024-EU-SILC. Actual data: 2023. Nowcast: 2024-2025. Forecasts are from 2026 to 2028.
2/ Projection using neutral distribution (2023) with pass-through = 0.87 (Med (0.87)) based on private consumption per capita in constant LCU.
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